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After the economic instability of the Asian crisis and the devaluation of the real in January 1999,
Brazil began to show signs of recovery in the second half of last year, closing the year with economic
growth of a mere 0.82%. Pushed by the export sector a result of the cheaper currency the country's
economy is expected to grow 4.5% this year. US economist Albert Fishlow a specialist in Brazilian
and Latin American economies predicts growth will be greater in the wake of privatization and
macroeconomic stabilization. "There is talk of 4% growth in GDP," Fishlow said. "I believe it will be
closer to 5%."
As for future prospects, "I believe that Brazil will expand to the tune of 6% in the next few years," he
said. With cheaper production costs, Brazilian producers have been conquering domestic markets
at the expense of foreign-produced goods, while increased competitiveness in international markets
has increased exports.
Figures collected by the Secretaria de Comercio Exterior (Secex) show total imports in 1999 fell
14.7%, while consumer-goods imports fell 31.3%. For the first four months of this year, Brazil
registered a US$209 million accumulated commercial surplus.
The country's terms of trade also appear to be improving. While each US$100 in exports could only
purchase US$85 in merchandise last year, Instituto de Ciencia Economica economist Hugo Barros de
Castro Farria said that this year, the terms of trade are almost tied. "Better prices for Brazilian semi-
manufactures have been offsetting rising petroleum prices in the first quarter of 2000," he said.
Commercial relations with developed countries, however, are becoming increasingly strained. The
World Trade Organization (WTO) recently ruled that billions of dollars in export subsidies that
the Brazilian government provided to the state-owned aircraft manufacturer EMBRAER are illegal.
Canada lodged the complaint on behalf of its aircraft manufacturer Bombardier, which has been
losing market share to Brazil's most lucrative export company.
In addition, the US opened two disputes at the WTO concerning Brazil's pharmaceutical patents
and regulations on minimum textile prices. First quarter results from companies that have
published their balance sheets also depict the growing economy. With revenues up 95%, nine public
companies registered consolidated net profits of 3.169 billion reais for the first quarter, compared to
1.562 billion reais for all of last year.
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The Finance Ministry predicts 6% growth in industrial production this year. February's figures
from the Confederacao Nacional de Industria show industrial capacity, at 81.6%, is at its highest
level since 1992. "Today, industries are operating at the same levels as before the Asian crisis," said
Mariana Reboucas, an analyst at the Instituto Brasileiro de Geografia e Estadistica (IBGE).
With industrial capacity reaching its limits and a promising growing market, local and foreign firms
are planning to inject US$112 billion into the productive sector, 13% over last year, revealed a study
by the consulting firm Simonsen Associados. Similarly, foreign direct investment (FDI) continues to
flow into the country unabated.
With the Banco Central (BC) forecasting inflation this year at 6.3%, US$7 billion in FDI came
into the country during the first quarter of this year. FDI is expected to decline in coming years,
however. While US$25 billion is expected in FDI this year, only US$20 billion is estimated for 2001.
Nevertheless, foreign investors are increasingly attracted to Brazil as the central government and
Brazilian companies pay lower premiums on raising capital abroad.
Brazil repaid emergency loans from the International Monetary Fund (IMF) and related institutions
ahead of schedule. "We no longer need these lines of credit," said Daniel Gleizer, BC's director of
international affairs. "The public accounts and inflation are under control, the country is resuming
its growth trajectory, and there is no difficulty accessing international markets." Upon hearing the
news, US Treasury Secretary Lawrence Summers said, "[Brazil] is an example of success in solving a
crisis."
Weaknesses continue to plague economy
Despite the positive economic signs, a number of factors limit the country's growth in the short term
and threaten sustained expansion over the long term. One concern is the strength of consumption
the largest factor in the country's GDP. One argument for increasing the minimum wage expected to
be approved at 151 reais (US$83.05) a month was that it would boost demand.
Concerns about budget deficits are pre-empting a higher minimum, although a clause attached to
the bill allows state governments to establish higher minimums. Income from the state value-added
tax (ICMS) indicates, though, that consumption has been rising.
Private research provides further support. "In each poll, we discover more evidence of
strengthening of demand. There cannot be any more doubt that the economy is recovering," said
Salomao Quadros da Silva from the think tank Fundacao Getulio Vargas. "Nominal income has
begun to rise a little, but it is still far from keeping up with inflation or recovering the income level
from two years ago."
Factors limiting increased growth in consumption are declining real wages and high unemployment.
By the end of 1999, real wages were equal to 1995 levels. Although the Labor Ministry reported
88,175 formal jobs created in February, unemployment remains high. The IBGE measured
open unemployment at 8.2% in February, while the trade-union research entity Dieese, in
conjunction with Sao Paulo state statistics institute Seade, reported unemployment in the Sao Paulo
metropolitan area increased to 18.4% of the economically active population (EAP) in March.
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One factor compromising increased jobs is the high cost of credit. Small and medium-sized
businesses, though employing more than half the work force, suffer from high interest rates
maintained by the BC. Worries about inflation have kept rates high, even though the BC did cut
basic interest rates from 19% to 18.5% at the end of March, which still translates to more than 60% in
annual bank rates.
Unlike large corporations, small and medium-sized firms cannot raise cheaper funds on
international markets. Because of its dependency on foreign capital, Brazil continues to be
susceptible to international shocks. If the Nasdaq index drops significantly, it is expected not only
that foreigners will invest less in Brazil, but the US is also likely to import fewer Brazilian goods.
Similarly, if the Federal Reserve continues raising interest rates in the US, fewer resources will
be available for Brazil. "The scenario today is much better than three years ago," said Roberto
Padovani, an economist for the consulting firm Tendencias. "The current-account deficit has fallen,
public accounts have improved, and the government does not live any more with the dilemma of a
fixed exchange rate. Theoretically, we are less vulnerable."
The credit-rating agency Moody's, however, maintained its investment rating of B2/B3 because
external shocks could upset the country's balances. "This vulnerability reflects mostly the potential
for economic disruption resulting from the combination of growing levels of local-currency-
denominated government debt and relatively large foreign-exchange refinancing needs," said
Moody's analyst Ernesto Martinez-Alas, author of the report.
Although Brazil appears to be getting control of its accounts and even overshooting IMF targets,
debt continues to be a drag on the economy. First, public-sector debt hovering around 3.5% of GDP,
albeit the lowest deficit since 1993, is still very high compared with other countries. To compensate
for the losses, the central government has achieved a primary surplus of 7.9 billion reais (US$4.39
billion) in the first two months of this year, beating the IMF quarterly target of 7.2 billion reais (US$4
billion).
Second, and more troublesome, is the current-account deficit. Although Brazil's commercial balance
is in the red, the current-account deficit for the first quarter totaled US$4.072 billion. Despite lower
premiums on raising capital abroad, higher interest rates pushed up debt payments. While the
current-account deficit is currently covered by DFI inflows, an underdeveloped domestic capital
market will likely result in a future exchange-rate crisis. "The question is no longer the short term,"
explained Ilan Goldfajn, an economist specializing in exchange rates. "The crisis affects the medium
and long term."
Foreign financing continues to be necessary to achieve gains in productivity and sustain economic
growth, but capital inflows will only result through increasing denationalization of the economy an
unlikely scenario politically. Pointing to Brazil's US$300 billion debt, Antonio Correa de Lacerda,
vice president of Sorbeet research institute, said, "Without upping the trade surplus to 2% of GDP,
it will be hard to reduce the balance of payments deficit." Social Stagnation Despite the signs that
Brazil's economy is on the upswing, social discontent continues regarding economic policies.
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On May 1, numerous trade unions organized demonstrations. That same day, the nation's truck
drivers struck for lower tolls on the recently privatized highways, threatening the supply of basic
goods, especially fuel, throughout the country. Also, the Movimento dos Trabalhadores Rurais Sem
Terra (MST) occupied federal buildings in various cities to pressure the government to adopt an
agrarian policy supporting small farmers.
"If we are not able to maintain this population in the countryside, they are going to migrate and
contribute to the swelling of large cities. The consequences are already known," said Gilmar Mauro,
an MST organizer. In a recent poll conducted by the Confederacao Nacional de Transportes (CNT)/
Vox Populi, 51% of those interviewed disapproved of President Fernando Henrique Cardoso's
administration. Inequality is one reason for the disapproval.
While the IBGE reported that the concentration of income fell 6.2% between 1988 and 1998, the top
1% of the population continues to rake in more (13.8% of the GDP) than the bottom half (13.5%).
"Inequality is still the hallmark of Brazil," said IBGE president Sergio Besserman Vianna. Other
social indicators show a slight improvement. Illiteracy fell from 14.7% in 1997 to 13.8% in 1998, while
the number of children between the ages of seven and 14 in school rose 1.7% to 94.7% in the same
period.
Nevertheless, the UN Development Program (UNDP) Poverty Report 2000 revealed that 15% of the
country's population lives in extreme poverty. Such extreme poverty can have deadly consequences.
A recent IBGE study found that the leading cause of death for young males is homicide. Closely
related to declines in real income, the number of homicides per 100,000 inhabitants between the
ages of 15 and 24 in Sao Paulo grew 136% from 1981 to 1995. In Rio de Janeiro, the situation is even
worse. IBGE researcher Marcos Lisboa said, "These are practically numbers of a civil war!" a far cry
from the nation's motto: Ordem e Progresso (Order and Progress).
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